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shows why no party has introduced any credible evidence that the LEC productivity offset should
be increased.

The Christensen Study is based on a proven and accepted approach to estimating
telecommunications productivity, employing a methodology initially developed by Christensen
Associates in a 1981 study of the Bell System, and subsequently used and accepted by the public
utility commissions in North Dakota, Georgia, Illinois, Ohio, and Indiana.”®* The TFP
approach used in the Christensen Study represents the prevailing standard for productivity
measurement. For example, the Bureau of Labor Statistics uses the Tornqvist index in their
industry, national and international multifactor productivity studies. Furthermore, as NERA
shows mathematically, TFP is the appropriate foundation for a productivity offsct. NERA states
that "given the structure of the annual price cap adjustment formula, only total factor
productivity can be used to set the productivity offset."®

Significantly, several non-LEC parties also suggest that the Commission base a
revised productivity offset on the standard TFP index methodology. For example, Ad Hoc
states: "normally, the productivity concept is based on total factor productivity (TFP) which
incorporates changes in all inputs (capital, labor and materials) simultaneously”'® and
considers the TFP index methodology to be "the prevailing economic approach to measurement
of Total Factor Productivity which has been developed by a wide variety of economists."'"

ICA also urges the Commission to give "substantially more weight to more recent data and to

% 1d., p. ii.
% USTA Comments, Attachment 5, NERA, p. 18.
1% Ad Hoc, p. 21, fn. 19.

101 ETI Paper, p. 65.
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